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Summary 

Financial regulatory policies are of interest to Congress because firms, consumers, and 
governments fund many of their activities through banks and securities markets. Furthermore, 
financial instability can damage the broader economy. Financial regulation is intended to protect 
borrowers and investors that participate in financial markets and mitigate financial instability. 

This report provides an overview of the regulatory policies of the agencies that oversee banking 
and securities markets and explains which agencies are responsible for which institutions, 
activities, and markets. Some agencies regulate particular types of institutions for risky behavior 
or conflicts of interest, some agencies promulgate rules for certain financial transactions no 
matter what kind of institution engages in them, and other agencies enforce existing rules for 
some institutions, but not for others. These regulatory activities are not necessarily mutually 
exclusive. 

Banking 

U.S. banking regulation traditionally focuses on prudence. Ba nk s’ business decisions are 
regulated for safety and soundness and adequate capital. In addition, banks are given access to a 
lender of last resort, and some ha nk creditors are provided guarantees (deposit insurance). 
Regulating the risks that ha nk s take is believed to help smooth the credit cycle. The credit cycle 
refers to periodic booms and busts in lending. Prudential safety and soundness regulation and 
capital requirements date back to the 1860s when bank credit formed the money supply. The 
Federal Reserve (Fed) as lender of last resort was created following the Panic of 1907. Deposit 
insurance was established in the 1930s to reduce the incentive of depositors to withdraw funds 
from banks during a financial panic. 

Securities, Derivatives, and Similar Contract Markets 

Federal securities regulation has traditionally focused on disclosure and mitigating conflicts of 
interest, fraud, and attempted market manipulation, rather than on prudence. Securities regulation 
is typically designed to ensure that market participants have access to enough information to 
make informed decisions, rather than to limit the riskiness of the business models of publicly 
traded firms. Firms that sell securities to the public must register with the Securities and 
Exchange Commission (SEC). SEC registration in no way implies that an investment is safe, only 
that material risks have been disclosed. The SEC also registers several classes of securities 
market participants and firms. It has enforcement powers for certain types of industry 
misstatements or omissions and for certain types of conflicts of interest. Derivatives trading is 
supervised by the Commodity Futures Trading Commission (CFTC), which oversees trading on 
the futures exchanges, which have self-regulatory responsibilities as well. The Wall Street Reform 
and Consumer Protection Act (Dodd-Frank Act, P.L. 111-203) required more disclosures in the 
over-the-counter (off-exchange) derivatives market than prior to the financial crisis and has 
granted the CFTC and SEC authority over large derivatives traders. 

Government Sponsored Enterprises 

The Federal Flousing Finance Agency (FFIFA) oversees a group of government-sponsored 
enterprises (GSEs). Two of the GSEs, Fannie Mae and Freddie Mac, securitize residential 
mortgages, and they were placed in conservatorship following mortgage losses in 2008. In the 
conservatorship, the Treasury provides financial support to the GSEs and FFIFA and Treasury 



Congressional Research Service 



Who Regulates Whom and How? An Overview of U.S. Financial Regulatory Policy 



have managerial control over the enterprises. FHFA also regulates the Federal Flome Loan Ra nk 
(FHLB) system, a GSE composed of regional ha nk s to ha nk ers owned by the 8,000 financial 
institutions that they serve. 

Changes Following the 2008 Financial Crisis 

The Dodd-Frank Act created the interagency Financial Stability Oversight Council (FSOC) and 
authorized a permanent staff to monitor systemic risk and consolidated bank regulation from five 
agencies to four. The DFA granted the Federal Reserve oversight authority and the Federal 
Deposit Insurance Corporation (FD1C) resolution authority over the largest financial firms. The 
Dodd-Frank Act consolidated consumer protection rulemaking, which had been dispersed among 
several federal agencies, in the new Consumer Financial Protection Bureau. 

Special Topics 

The appendices in this report include additional information on topics, such as the regulatory 
structure prior to the Dodd-Frank Act (DFA), organizational differences among financial firms, 
and the rating system that regulators use to evaluate the health of banks. A list of common 
acronyms and a glossary of common financial terms are also included as appendices. 
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Introduction 

Most people in the United States (and other developed nations) have rejected the Shakespearean 
maxim, “neither a borrower nor a lender be.” Many people use loans to finance at least part of 
their education and j ob training during their youth, use mortgages to finance at least part of their 
home while starting a family, invest in stocks and bonds during middle age, and rely on the 
returns to the value of their stocks, bonds, and homes to at least partially pay for retirement 
during old age. Business firms, municipalities, and sovereign governments also rely on the 
financial system to help build the productive capital necessary for a well-functioning society and 
to foster economic growth. Financial regulatory policies are of interest to Congress because of the 
repercussions for individual constituents, the financing of firms and governments, and long-run 
economic growth. 

This report provides a framework to help answer the question, “who regulates whom in U.S. 
financial markets, and how?” At the federal level, the answer often depends on first identifying 
both the policy problem and the proposed solution. For example, there are federal regulatory 
overlaps in which one agency can oversee a Finn because of the firm’s charter, a second agency 
regulates some of the activities that the firm is engaging in, but a third agency controls a 
government initiative to resolve or alleviate a problem related to the firm or its activities. On the 
other hand, there are regulatory gaps in which some of the firms participating in a financial 
activity do not have regulated charters, and the activity believed to be causing a problem does not 
have a regulator. Thus, answering “who regulates whom” requires first identifying the problem to 
be regulated, and how. 

This report provides an analysis of financial regulatory policy. It is not intended as a roadmap of 
legal jurisdiction; rather, it helps to match financial regulatory agencies to financial regulatory 
policies based on the kinds of financial difficulties that they generally address. Many of these 
difficulties are related to what economists call market failures, which can be loosely described as 
instances in which market prices and participants do not fully take into account all of the costs 
and benefits of their actions. 

Table 1 presents a list of financial regulators. In the United States, it may be useful to distinguish 
between regulators that generally focus on prudence (i.e., monitoring and regulating the risks that 
a specific firm engages in) and regulators that generally focus on disclosure (i.e., monitoring and 
regulating the information that firms and exchanges provide to potential market participants). 
Four federal agencies have prudential authority to examine banks, thrifts, and credit unions . 1 Two 
agencies oversee markets for financial contracts (securities and derivatives). The agencies listed 
in the “other” category regulate housing government-sponsored enterprises (GSEs) and consumer 
financial products, respectively. The entities listed in the coordinating forum category are made 
up of the other financial regulators with related duties or functions and facilitate communication 
and coordination among member agencies. Two agencies either regulate an activity regardless of 
the type of institution that engages in it or provide prudential regulation to nonbanks . 2 The 
agencies are discussed in more detail below. 



1 A fifth agency, the Office of Thrift Supervision (OTS), was abolished in 2010, and its responsibilities were spread 
among other agencies. Its prudential regulation of thrift depositories was transferred to the Office of the Comptroller of 
the Currency. Its prudential regulation of thrift holding companies was transferred to the Federal Reserve. 

2 The Federal Reserve also provides prudential regulation to certain nonbank financial companies and financial-market 
(continued...) 
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